CHAPTER 61
PROGRESS BI LLINGS, RElI MBURSEMENTS, AND REVENUE RECOGNI TI ON

A, REI MBURSEMENTS

1. Ceneral Information. General information relating to topics discussed
in this chapter may be found in Chapter 17, Revenue, Expenses, Gains, and
Losses," and Chapter 19. "Revenues," of Volume 4 of this regulation.

2. Reinbursement Principles. As a general principle, each activity
operating under the Defense Business operations Fund shall be reinbursed for
the costs of all goods and services ordered and produced as a result of those
orders. Defense Business Operations Fund billings and reinbursenents from
ordering activities for services or goods provided shall be acconplished in the
most efficient and expeditious manner available to reduce or elinmnate the need
for additional Defense Business Qperations Fund working capital. The nature of
the Defense Business Qperations Fund requires ordering agencies to budget,
control, and account for the cost of all goods and services ordered. As a
result, a Defense Business Qperations Fund activity

a. Shall bill ordering activities for all costs incurred as a result
of an accepted order.

b. Shall bill order cancellation or reduction costs. Wen a job
order is canceled or reduced in scope after a DBOF activity has commenced work
or incurred costs on the order, the costs incurred, plus the applied overhead
(that is, indirect and other normally allocated overhead (&&A) costs) plus
costs associated with the cancellation or reduction shall be charged to the
custonmer. Exanples of directly associated cancellation or reduction costs to
be charged to custonmers are advance planning costs, non creditable direct
material, special test equipment, necessary preservation and/or shipment
effort, and any additional effort necessitated by the cancellation and/or
reduction; for exanple, salvaging of material. |In addition, costs charged to
customers should include the costs of salaries payable to enpl oyees hired
specifically to work on the canceled order until the enployees are, or could
have been, separated through a reduction in force or other appropriate action
(taking into account appropriate admnistrative lead tine), or reassigned to
other direct jobs. Costs which are indirectly associated with cancellation or
reduction actions shall not be charged to the custoner. Al though normally
allocated GEA costs shall be charged to cancelled or reduced custoner orders,
under appl i ed overhead costs that may result in the DBOF activity as a whole
froma reduced workl oad base shall not be charged to the custoner canceling or
reducing their order but shall be recorded against the net operating results of
the performng DBOF activity.

c. Shall not enter into any arrangenent to "offset" services received
and services furnished.

3. Reinbursement for Contingency Operations and Humanitarian Efforts.
Al'l DBOF business areas, including transportation services provided by the
United States Transportation Command (USTRANSCOM), operate on a rei mbursenent
basis with users paying for goods and services provided. Paynent for contin-
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gency operations, including deploynent or other energency response for nilitary
or hunanitarian assistance is no exception: The users ordering the DBOF
service must pay the bill, and no orders are to be accepted without funding.
The Mlitary Departnent Headquarters is responsible for determning which |eve
within the Mlitary Department will pay (that is, the unit, major command, or
Mlitary Departnment level). This process also applies when a Unified Conbatant
Command tasks a Service-funded unit to performa mission (such as transportation
of mlitary personnel or a quipment by the USTRANSCOM. The MIlitary Departnent
that controls the equipnent or personnel is responsible for payment of costs
incurred to acconplish the mssion. The sole exception to this policy occurs
when the USTRANSCOM receives an order fromthe Joint Chiefs of Staff requiring
transportation of non U S. owned equi pment and/or non U S. personnel such as
unrei mbursed efforts in support of the United Nations. In those instances, the
Arny will pay Mlitary Traffic Management Conmand (MIMC) costs, the Navy will
pay Mlitary Sealift Command (MSC) costs, and the Air Force will pay Air
Mobility Command (AMC) costs. Bills nmaybe centralized for nore convenient
processing if appropriate; however, billings shall be forwarded to the
appropriate Mlitary Departnent within 30 days from comrencenment of the
contingency operation or humanitarian effort. Paynent of these bills, including
transportation bills, by the Mlitary Departnents nust be made in a tinely
manner.  This gui dance does not address any contingency operations designated
by the Secretary of Defense as a “National Contingency Operation” under the
provision of United States Code title 10, Section 127. Special rules apply for
such an operation and those rules shoul d be pronul gated separately in conjunc-
tion with any designation by the Secretary of Defense under the provisions of
that section

4. Reinbursement Bases. Billings to the Departnent of Defense and ot her
Federal Government custoners shall be devel oped on the basis of either
stabilized unit prices (also termed standard prices), or stabilized rates. Al
other ordering activities; that is, private parties and concerns including
those not officially representing the Federal CGovernment; state and |oca
governments; and foreign mlitary sales shall reinburse the Defense Business
Operations Fund activity for the full costs incurred by the Federal Governnent.
Full costs are deternmined by application of the stabilized rates or unit prices
as those stabilized rates and prices are set to achieve an accunul at ed
operating result of $-0- in the budget year. Defense Business Operations Fund
rates and unit prices, once established in the budget process, shall be held
stable for the applicable fiscal year, unless changes are specifically approved
by the Under Secretary of Defense (Conptroller). Stabilized rates and unit
prices shall be established to recover operating expenses estimated to be
incurred for the applicable fiscal year and to provide sufficient working
capital for the acquisition of fixed assets as approved by the Under Secretary
of Defense (Conptroller). (That is, stabilized rates and unit prices shall be
established at levels intended to provide for estimted revenues to equa
estimated costs plus approved surcharges for the applicable fiscal year for
which the rates and unit prices are established.) Stabilized rates and unit
prices nust be billed to the customer for the work performed. Gains or |osses
resulting fromunder or over applied stabilized rates and/or prices shall be
carried forward for inclusion in subsequent year stabilized rates and/or
prices
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5. Advance Payment Billings. Oders fromthe Public, including State and
| ocal governments, nust be acconpanied by an advance. In addition, on an
exception basis, advances may be requested if directed by the Under Secretary
of Defense (Conptroller) or other authorizing official, on orders from DoD and
other Federal Covernnent accounts. Revenue billings to customers shall reflect
due credit for the advances received.

6. Progress Payment Billings. As a rule, reinbursement for the costs
incurred in producing goods and services ordered by customers shall be made on
a progress payment basis. Exceptions to the rule include orders that are
expected to cost $25,000 or less or are expected to be conpleted within 60 days
of acceptance. It is inportant to note the differences anong advance paynent,
progress paynent, and revenue billings. Advance payment billings are those
made prior to the start of work and incurrence of costs associated with the
ordered good or service. Progress billings are those made prior to, or during
the start of work but always after the incurrence of costs associated with the
ordered good or service. Revenue billings are those nade after the start of
work but only to the extent that evidence establishes that revenue has been
earned. In no case shall an advance payment, progress paynent, or revenue
billing be processed that would result in the total billed amunt exceeding the
anount of the order. Billings and collections for progress payments shall be
acconpl i shed at least nonthly including applicable |abor, material, overhead,
and surcharges as well as the value of material in inventory that is identified
and held in reserve for specific orders, and anounts of work in progress in
contractors’ plants and other Government plants that are identified to specific
orders. The billings should be made as late as possible in the nmonth so that
they shall include the above items to the maxi num extent possible and still
permt the orderly processing of the collection in the same nonth. Every
effort should be nmade to reduce the billing and collection lag so that a
greaterdportion of the costs shall be recovered in the same nmonth they are
I ncurred.

7. Revenue Recognition Policy

a. Ceneral. Revenue and associated costs nust be recognized in the
sane accounting period. Revenue nust be recognized in the same manner (that is
a standard policy for recognizing and reporting revenue nust apply) for al
activities within a DBOF business area. The amount of revenue recognized cannot
exceed the ampunt specified in the order

b. Depot Mintenance Business Area Activities. Activities in the
Depot Mai ntenance business areas (includes: Arny Odnance and Qher Maintenance
Facilities; Navy Shipyards, Aviation Depots, and Ordnance Facilities; Marine
Corps Qther Maintenance Facilities; and Air Force Aviation Depots) shal
recogni ze revenue using the follow ng policies:

(1) Conpleted Order Method. The conpleted order nethod shall be
used for all orders that have an estimted value of less than $1, 000,000, or a
pl anned production cycle of less than 12 nmonths. Under this nethod, both the
revenue earned and the associated costs incurred in conpleting an order will be
recogni zed when the order is conpleted. A work-in-process account shall be used
to capture and hold costs prior to their recognition as a cost of goods sold.
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(2) Percentage of Conpletion Method. The percentage of conpletion
met hod shall be used for all orders that have an estimated val ue of $1,000, 000
or nore, and a planned production cycle of 12 nonths or more. Under this nethod,
the revenue earned on an order will be recognized monthly based on the ratio
that the costs incurred to date on that order bear to the total costs estimated
to be incurred on the order when it is conpleted.

c. Transportation Business Area Activities. Activities in the
Transportation business area shall recognize revenue based upon receipt of a
cargo manifest or the commencenent of travel

d. Supply Managenent Business Area Activities. Activities in the
Supply Managenent business area shall recognize revenue, and related costs,
when an itemis dropped frominventory for sale or other revenue generating
di sposition

e. Commissary Resale Business Area Activities. Activities in the
Commi ssary Resal e business area shall recognize revenue, and related costs, at
the point/time of sale, or when an itemis otherw se disposed

f. Distribution Depots Business Area Activities. Activities in the
Di stribution Depots business area shall recognize revenue, and related costs,
based on one of the follow ng events

Event Revenue Recogni zed Upon
Receipt of Itens Recei pt of an Item
| ssuance of Iltens | ssuance of an ltem
Qther Services Rendering of Service

In the event that a service is rendered, revenue shall be considered earned,
and recogni zed, and associated costs shall be reported, at the tine that the
service is rendered/ performed, but not |ess frequently than nonthly.

. Navy Research and Devel opnent Business Area Activities. Activities
in the Navy Research and Devel opnent business area shall use the follow ng
revenue recognition policy:

(1) For end-item production orders:

(a) Completed Order Method for all orders that have an
estimated value of less than $1,000,000, or a planned production cycle of |ess
than 12 nmonths. Under this nethod, both the revenue earned and the associ ated
costs incurred in conpleting an order will be recognized when the order is
conpleted. A work-in-process account shall be used to capture and hol d such
costs prior to their recognition as a cost of goods sol d.

(b) Percentage of Conpletion Method for all orders that have
an estimated val ue of $1,000,000 or nore, and a planned production cycle of
12 months or nmore. Under this nethod, the revenue earned on an order wll be
recogni zed monthly based on the ratio that the costs incurred to date on that
order bear to the total costs estimated to be incurred on the order
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(2) For Service orders (all orders other than those for end-item
production orders):

(a) Service-type revenue recognition method shall be used
for all service orders (orders other than those involving the production of
end-items). Under this nethod, revenue shall be considered earned, and
recogni zed, and the associated costs reported, at the time that the service is
rendered/ performed, but no less frequently than nmonthly. Thus, service type
orders shall be considered as rendered/ conpl eted, and revenue and costs
recogni zed, at |east monthly.

h. Qher Business Area Activities. Activities in all other business
areas (includes Financial Operations, Base Support, Information Services,
Industrial Plant Equi pment Reutilization & Mrketing Technical Infornation,
Logi stics Support Activities and Printing & Publications) not discussed in
paragraphs A 6.b. through A 6.g. above shall use the service-type revenue
recognition policy. Under this nethod, revenue shall be considered earned,
and recogni zed, and the associated costs reported, at the tine that the service
is rendered/perfornmed, but not less frequently than monthly. Thus, service type
orders shall be considered as rendered/ conpl eted, and revenue and costs
recogni zed, at |east monthly.

8. Revenue Billings. The customer funding an order shall be billed for
the revenue recognized, or when advance paynents or progress payments have been
previously billed, those advance or progress payments shall be relieved to the
appropriate revenue account. Revenue to be recogni zed under the percentage of
conpl etion nethod shoul d not be measured by progress billings as progress
billings are intended to reinmburse costs incurred and, as such, are not
intended to neasure the order’s percentage of conpletion. In no case shall the
total amount of revenue recognized and billed exceed the anount of the order.

9. Types of Orders. There are two general classifications of orders --
Service type and End-ltem type

a. Service Type Oders. The following are description of applicable
projects and work that should be classified as service type orders:

(1) Research and Devel opment. Includes the conduct and support
of research and devel opment, including basic research, theoretical studies,
scientific experinents, applied research, feasibility studies, systens
engi neering, design studies, weapon systems analysis and operations research,
devel opment al engi neering (including devel opnental engineering in connection
with procurement, production and nodification) and fabrication of experinenta
nodel s and prototypes. Does not include production of items for service
testing or engineer-user testing. These latter exanples are end-product type
orders

(2) Transportation Services. Includes traffic managenent and
transportation (air, land, and sea) services. Also include operation of ports
port facilities and related sub-installations, including holding and
reconsi gnment points engaged in cargo and passenger transshipnent activities.
Al'so includes the operation of docks, piers, termnals or simlar facilities,
and wharfage, ferrying, lighterage and stevedoring
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(3) Communication and Information Services. Includes
conmuni cation services and data processing services (other than financia
services and technical information) rendered.

(4) Einancial Qperations. Includes provision of finance and
accounting procedures, systens and operations by the Defense Finance and
Accounting Service.

(5) Technical Information. Includes central collection and
di ssem nation for DoD technology base information. Includes provision of
access to, and transfer of, scientific and technical information. Also
includes provision of conputer, modeling, data services, and response to
requests for solutions to technol ogical problens of the MIitary Departments.

(6) Printing Services. Includes revenues of activities whose
primary mission is printing and reproduction services as well as printing
performed by other activities for tenants, satellites or other off-post
activities

(7) Distribution Depots. Includes managenent and procurenent of
desi gnated national stock numbers for all DoD custoners.

(8) Supply Operations. Includes receipt, reclamation, storage
and issue of consumabl es and reparable itens.

(9) Contract Managenent. Includes expediting the products and
services delivered by industry, assuring that the specifications of the
contract are net and paying contractor invoices for these items. Also includes
surveillance of contractor operations to assure conpliance with contractua
requirenents and determning the effectiveness of contractor quality contro
systens and inspection procedures, and officially accepting materiel on behalf
of the Covernment after certifying its conformance to contract provisions
Al'so includes provision of on-site assistance to program nmanagers, such as
representation and participation in neetings and informal Program contract
revi ews.

(10) Base Support. Includes facilities maintenance, famly
housi ng services, other housekeeping services, and admnistrative functions,
provided to tenants and others. Also includes provision of utility services
(steam electricity, water, sewage disposal, and gas).

(11) Engineering Services. Includes provision of technical and
engi neering assistance in matters relating to various weapon systens and
industrial plant equi pment and associate systemwhen they do not relate to
research and devel opnment projects. Also includes repair service and quality
evaluation; that is, inspecting, calibrating, testing, evaluating, trinmng and
re-engineering of items.

(12) Support of Reserve (Under and Unutilized) Capacity.
I ncl udes mai ntenance of unutilized capacity and support of underutilized
capacity.
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(13) Conmissary Services. Includes operation of Defense
commi ssaries. Also includes provision of troop issue subsistence and
programm ng of the replacenent of War Reserve Material rotation rations.

(14) Reutilization and Marketing Service. Includes the reuse of
excess and surplus property within the governnent and other authorized
agenci es, donation to | ocal governnents, and the sale of the remaining property
to the public on a conpetitive basis.

(15) Qther Services. Includes services not otherw se classified

b.  End-Product Type Orders. The following are description of
appl i cabl e projects and work that should be classified as end-product type
orders

(1) Overhaul and Repair. Overhaul or a conplete rebuilding of
parts, assenblies, subassenblies, and end itens.

(2) Manufacture and Assenmbly. Includes furnishing custoners with
new end-items and conmponents, nanufacture of prototypes or itens furnished to
the customer for test.

. (3) Ordnance. Includes the receipt, segregation
DeMlitarization, storage, assenbly/disassenbly, test, maintenance, and issue
or shipment of ammunition, ordnance, and weapons

(4) Construction and Conversion. Includes construction and
conversion of property and equipnent.

(5) Alteration and Modification. Includes alteration and
nodi fication of property and equi pment.

(6) Qther Products. Includes products not otherwi se classified
such as the production of research and devel opnent items for service testing or
engi neer-user testing.

B.  ACCOUNTI NG ENTRI ES

1. Ceneral. Accounting entries which may help to illustrate and further
explain the preceding concepts follow. The accounting entries illustrate the
general entries required when the reinbursable programis automatically
apportioned. Essentially the sane entries are required when the reinbursable
programis specifically apportioned., but using accounts designated for that
pur pose.
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2. Acceptance of Custoner O der

a. Wthout Advance Paynent

Dr 4581 Automatic Reinmbursenent Program
Dr 4231 Unfilled Custoner Orders - Wthout Advance -
Aut omatic Apportionnent
Cr 4221 Custoner Orders Accepted - Automatic Apportionnent
Cr 4614 Uncommitted/ Unobligated Allotments -
Rei nbursabl e Program - Current Period

Entry to record acceptance of a customer order not acconpanied by
an advance payment.

h. With Advance Paynent

Dr 4581 Automatic Reinmbursenent Program
Dr 4233 Unfilled Customer Orders - Wth Advance -
Aut omatic Apportionnent
Cr 4221 Customer Orders Accepted - Automatic Apportionment
Cr 4614 Unconmitted/ Unobligated Allotnments - Reinbursable
Program - Current Period

Dr 1011.1 Funds Collected - Operating - DBOF
Cr 2312 Unearned Revenue - Advances from the Public

Entry to record acceptance of a custoner order accompanied by an
advance payment.

3, Proagress Billing to Custoners

Dr 4251 Reinmbursements Earned - Uncollected -
Aut omatic Apportionnment
Cr 4231 Unfilled Customer Oders - Automatic Apportionment

Dr 1311 Accounts Receivable - Government - Current
Cr 2994 Progress Billings to Qhers

Progress bhilling to a custoner prior to conpletion of the customer
or der.

Dr 4253 Reinbursenents Earned - Collected - Automatic
Apporti onnent
Cr 4251 Reinbursements Earned - Uncollected -
Aut omatic Apportionnment

Dr 1011 Funds Coll ected
Cr 1311 Accounts Receivable - Governnent - Current

Progress billing collected froma custoner.
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4. Revenue Recognition - Percentage of Conpletion

Dr 4251 Reinbursements Earned - Uncollected - Automatic
Appor ti onment
Cr 4231 Unfilled Customer Orders - Automatic Apportionment

6500 Cost of Goods Sold

1311 Accounts Receivable - CGovernnment - Current

2994 Progress Billings to Qthers (See NOTE 1/)

2312 Unearned Revenue - Advances from the Public
(See NOTE 2/)

Cr 1581 Wrk In Process - |n-House

Cr 1582 Wrk in Process - Contractor

Cr 5100 and/or 5200 Revenue

QUOU

Entry to recognize revenue prior to conmpletion of work on
cust oner order.

NOTE 1/: Revenue to be recognized under the percentage of conpletion nethod
shoul d not be neasured by progress billings. However, the amount, if any, of
previous progress billings shall be reduced by the ampunt of revenue

recogni zed. There may be a balance remaining in account 2994, “Progress
Billings to Others,” as the progress billing may include all or a portion of
items such as material and subcontract costs. The remaining amount, to the
extent that it does not exceed the anount of the reinbursable order, shall be
recogni zed as applicable in subsequent revenue billings.

NOTE 2/:  Advances received from Federal Government customers prior to cost
incurrence or work conpletion are recorded in account 2311, "Unearned Revenue -
Advances from CGovernnent Agencies and Funds." Advances received from non
Federal Covernnent custoners, including State and |ocal governnments, prior to
cost incurrence or work conpletion are recorded in account 2312, "Unearned
Revenue - Advances from the Public.”" As revenue is recognized, the applicable
"Unearned Revenue" account is adjusted in a corresponding amount.

5. Reinbursenment Received for Wrk on Customer Oders

Dr 4253 Reinbursenments Earned - Collected - Automatic
Appor ti onnent
Cr 4251 Reinbursenents Earned - Uncol lected -
Aut omatic Apportionnment

Dr 1011 Funds Col | ected
Cr 1311 Accounts Receivable - Governnent - Current

Entry to record reinbursement for work on customer order.
This entry is appropriate for both periodic recognitions of
revenue under the percentage of conpletion nmethod and for
conpl eted work.

C.  REQU REMENTS OF ORDERS FOR WORK TO BE PERFORMED

1. DoD Components (or any activity thereof) ordering work or services
from a Defense Business Operations Fund financed activity shall use a project
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order whenever such an order nmay be issued under the requirements of DoD
Instruction 7220.1, "Regulations Coverning the Use of Project Orders.” Wen
orders for work or services cannot qualify as project orders, they may not be
so designated. Exanples of orders that do not qualify as project orders are
printing requests, orders for transportation of personnel and material, utility
services, and other service orders -- including orders covering the cost of
mai ntaining unutilized and underutilized plant and equi pment. An order, when
accepted by the performng activity, shall be obligated by the issuer of that
order at that time. Any order for recurring services or for any object that
may not be obligated by the ordering agency beyond the end of the current
fiscal year shall be limted to the cost of performance within that fisca
year.

2. Each project order or other, order accepted by a Defense Business
Operations Fund activity shall state specifically the basis of reinbursement to
the Defense Business QOperations Fund for the cost of work or services ordered
as between fixed price or cost reinmbursenent. The ternms and conditions for
pricing orders set forth in DoD Instruction 7220.1 shall apply to all project
orders accepted by a Defense Business (perations Fund activity. Policy
applicable to reinmbursenents fromother than Federal Government accounts is
contained in Part A chapter 21, "Reinbursenments,” of this volume. Al orders
accepted by a Defense Business Operations Fund activity shall be in witing
for a purpose authorized by |aw, executed before cancellation of the issuing
appropriation; and nmust call for specific goods, real property, work, or
services. Oders placed with a Defense Business Operations Fund activity shal
not be subject to accounting and reporting requirenments simlar to those
applicable to allotnents.

3. As a general rule, no work or service should be performed by a Defense
Busi ness Operations Fund activity except on the basis of reinbursable orders
received and accepted that constitute obligations of Federal Governnent
ordering activities or advances fromnon Federal Governnment entities. Wrk for
custoners may begin in advance of receipt and acceptance of a formal order
under two circunstances. They are as follows:

a. Letter of Intent Orders. Wien it is desirable, in the interest of
econoni cal operations, to incur limted costs in advance of the receipt of a
regul ar order for an authorized program for which customer funds are available,
such work or services may be undertaken on the basis of a letter of intent.
This letter constitutes an obligation of the ordering activity in a stated
amount sufficient to cover the advance costs that may be incurred

b. Commanding Oficer’s Orders. Wen it is necessary to begin work
of an energency nature prior to the receipt of an order, a comanding officer’s
order or simlar order may be issued by the commander of the Defense Business
Operations Fund activity subject to the follow ng conditions:

(1) The Defense Business Qperations Fund-activity must have
witten assurance that an order shall be issued pronptly or shall have
equi val ent docunmented conmunication. The use of such orders should be limted
to situations in which there are bona fide emergencies arising fromunforeseen
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urgent requirenents. A commanding officer’s order nust not be used as a norma
procedure to circunvent admnistrative |eadtimes that should be considered in
advance pl anni ng.

(2) A comanding officer’s order shall expire within 30 days from
the date of issuance.

(3) A commanding officer’s order shall be issued on a local form
and shall be approved and signed by the commanding officer or an authorized
representative

4. Each Defense Business QOperations Fund activity shall record pronptly
all orders accepted and shall account continuously for the status of all orders
in terms of deliveries, billings, and unfilled balances, so as to provide a
basis for scheduling production or operations, determning backlogs of work and
the need for additional orders or reduced activity, preparing operating budgets
anﬂ éﬂrecasts, and informng customers pronptly concerning changes in delivery
schedul es

D. PRICING FOR SOFTWARE SERVI CES

1. Ceneral. Central design activities (CDAs) and their customers shoul d,
t hrough negotiation, define specific near-termtasks, identify deliverables and
fix the price for each negotiated task. Full requirements may not be known
early in the system design and devel opnent phases. The nature of requirements
refinement could discourage use of firm fixed price agreements for software
devel opnent until detailed system design specifications are approved by the
functional custoner. To hel p bal ance financial risk between CDAs and their
custoners, a range of pricing strategies are available to provide CDAs and their
customers the flexibility needed to deal with variations in project size and
conpl exity.

2. Pricing Strategies. The following pricing strategies are available
for use:

a. Time and Mterials. These are support agreements based on fixed
rates for fully loaded billable direct |abor hours, and material at cost
(supported by time and cost reporting project control and accounting systens).
Under this approach, CDAs base their estimates on available data. Then, they
track variations to the estimates and review themto track variations to the
estimates and review them to determne causes. Analysis enables estimte
revisions, risk assessnents, and initiation of corrective action. This type of
agreenent is appropriate for a devel opment service such as application proto-
typing, where accurate resource predictions are not possible. Once the CM
understands the target environment and associated risk areas, the pricing
strategy will be either Firm Fixed Price for Increnents of a Devel opnent
effort or Firm Fixed Price for a Single Increment.

b. FirmFixed Price Level of Effort. These agreenments obligate a CDA
to devote a specified nunber of support hours (fully |oaded billable direct
| abor hours) over a stated time period for a fixed dollar amount. This type of
agreenent is appropriate for software maintenance support during the operations
and support phase of an automated information systenmis (AIS) life cycle, where
affordability is a major concern. This pricing strategy should not be used
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during the devel opnent or production and depl oynment phases of an AIS's |ife
cycle. During these phases, the preferred pricing strategy is fixed price for
increments of a devel opment effort.

c. FirmFixed Price for Increments of a Devel opment Effort. Wth
"incremental | y-priced" devel opnent agreements, a CDA works with the customer to
define specific near-termtasks, identify deliverables, and fix the price for
each agreed upon task or increnent. For exanple, a CDA could linit the fixed
price proposal for a new project or major nodification to perform systens
studies and develop a statement of requirements. Once the project progresses
beyond this stage, the CDA continues to limt proposals to near-term(e.g.
6-nmonth period) project deliverables. Under this approach, a CDA provides
customers with estimates of total project costs for budget purposes. Depending
on the level of detail used to develop the estimte, the CDA distinguishes for
the custoner between rough order of magnitude estimates, estimates suitable for
budgeting, and detailed estimates. A CDA has the latitude to renegotiate
agreements if customer requirenments change. To bal ance financial risk for
devel oprment programs, a CDA shoul d devel op neans to assist custoners in managi ng
to fixed prices on increments of a project, resisting the tenptation to estinmate
a substantial portion of the production requirement before the start of, or
very early in, full-scale devel opment.

d. FirmFixed Price for a Single Increment. These agreements provide
the custoner a firmfixed price for conpletion of a total project, as a single
increment. This type of agreenent is appropriate for projects where customer
requirements are well understood, easily defined, supported by precedent, and the
detai |l ed design specifications are approved by the customer. In these instances,
risk to the CDA is lowest, and the customer should be able to obtain a firmfixed
price for conpletion of even large projects at the beginning of the devel opnent
effort

E. BILLING COLLECTI ON AND ACCOUNTI NG FOR SALES OF MATERI AL FROM SUPPLY SYSTEM
STOCK

1. Scope. The automated billing system described in this chapter
(comonly referred to as the “Interfund Billing System” normally enconpasses
all supply system sal es and purchases of materiel, including perishable

subsi stence, bulk petroleum oil, lubricants and into-plane aviation fuels
| Ssues.
2. Exceptions

a. The Interfund Billing Systemis not mandatory for Mlitary
Assistance Grant Aid sales and where only limted materiel sales occur between
DoD Activities. In these cases, it may be nore expedient to process billings
through use of Standard Form 1080, "Voucher for Transfer Between Appropriations
and/or Funds," or other approved billing documents than to utilize the
Interfund Billing System

b. The Interfund Billing System does not apply to sales made to other
Federal Governnent Agencies, State and |ocal governments, nonappropriated fund
activities, individuals and comercial firms. Such issues will be billed and
collected by “check issue” procedures
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c. The provisions of this section do not cover sales of major end
items such as conplete aircraft, ships, tanks, space vehicles and missiles,
certain Ceneral Services Admnistration (GSA) stock fund sales and orders
handled by MIlitary Interdepartmental Purchase Requests (M PRs) except for
certain MPRs issued to GSA as outlined in paragraph D.14. bel ow.

3. Policy. Operating procedures, including the standard mechani zed
instructions and formats, to bill, collect and account for sale of materiel
from supply system stock are contained in DoD Manual 4000.25-7M "Mlitary
Standard Billing System (MLSBILLS)."

4, Billing, Collection and Accounting Policies for DoD Sales

a. Reinbursable sales will be billed based upon the drop from
inventory date pursuant to requisition edit (to determne supply availability)
by a supply activity, except that billings for sales of:

(1) Perishable subsistence, foreign mlitary sales, and Mlitary
Assistance Gant Aid shipments will be based on constructive delivery

(2) Bulk petroleum oil, and lubricants (POL) will be based on
recei pt docunentation provided that the documentation is received by the
billing office within 15 days of the date of delivery. Gherwise, billing wll
be based on the quantity discharged from tankers or the quantity issued from
inventory for delivery by other nodes of shipnent.

h. The accounting and finance officer servicing the supplying
activity wll effect automatic collection for sales of Supply Minagement
Business Area materiel, including |oss allowances and returns, and
appropriation financed materiel from funds of the ordering activity. 1In al
I nstances, Supply Managenent Business Area sales shall be billed separately
from sales of appropriation financed materi el

5. Principles of the Interfund Billing System

a. The billing office will credit the appropriation or fund of the
selling activity that owns the materiel and/or finances the accessorial charges
and charge the appropriations/funds of the purchasing activity.

bh. The billed offices will record the disbhursements for charges
billed in the month in which the bills are received. Billed offices must match
line itens billed to line itens ordered by requisition nunber. Wen the charge
Is determned to be invalid by the billed office, it will be entered in a
suspense account as stated in paragraph D.10. below. Billed offices will exert
every effort to charge the correct account initially so that transactions
entered in the suspense accounts will be held to a mninmm

c. Billing offices will report the amounts collected (credits) and
anounts of charges made to the ordering activities' appropriations/funds as
evidenced in the sunmary billing cards to their central accounts offices, as
listed in Chapter 2 of DoD Manual 4000.25-7M “Mlitary Standard Billing System
(MLSBILLS).” The central accounts offices serving the selling activities wll
report the charges by appropriation/fund to the central accounts offices
serving the purchasing activities. The central accounts offices serving the

61-13



purchasing activities shall use those reports of charges by
appropriations/funds to monitor field activities to ensure that all charges
have been recorded as di shursements or otherw se properly accounted for.

d. Interfund Billing Systemtransactions will be reported separately
fromthe regular accounts of the accounting and finance offices (see paragraph
D.12.b.).

6. Preparation of Bills. Bills will be prepared at |east nonthly and may
be prepared nore frequently when the anounts involved are significant or nore
frequent billing is necessary to maintain an adequate cash bal ance. The |ast
monthly bill wll be forwarded by the fifth workday of the follow ng nonth.

Col lections for all interfund billings processed under these procedures will be
credited to the accounts of the billing activity in the month the bills are
pr epar ed

7. Cancellation of Confirnmed Requisitions. In those instances that a
customer orders a special programrequirement item (itens required to support
special prograns or projects of a non repetitive nature) and subsequently
cancels the order, the customer shall be billed for, as applicable (If billing
is not acconplished within 90 days after cancellation of the requisition, the
custoner will be advised of potential or estimted charges)

a. The ordered special program requirenent, at inventory standard
prices, when a procurenment order was processed which will result in receipt of
materiel “in-excess” of the authorized acquisition objective through the end of
the budget year.

. b. Contract termination costs when a procurenent order was processed
whi ch can be economcally cancelled.

8. Billing for Direct Deliveries of Materiel from Contractors in Lieu of
Shipments from Stock. Wen an inventory manager is out of stock; does not
carry an item or otherwise requests direct delivery of materiel from a vendor
the sale will be recorded and billed based on (a) notification of receipt of
materiel by the customer, (b) notification of shipment by the vendor, or (c)
paynment to the vendor, whichever occurs first. However, for bulk PCL sales (h)
and (c¢) will not apply if the notification of receipt of materiel by the
customer is received by the billing office within 15 days of the date of
delivery.

9. Billing Adjustnments/A | owances

a. In the interest of econony, an ordering activity or consignee wll
only request the billing office to grant adjustments/allowances under the
criteria described below Losses or gains will be absorbed by the ordering
activity:

(1) Between DoD Activities. Wen the value is less than $100 per

line item

(2) Between DoD and Qther Than DoD Activities. Wen the value is
$25 or less per line item
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b. In accordance with the above criteria, billing offices wll
determ ne whether the request should be granted or denied and advise the
ordering activity (customer). Billing offices will reply to customer requests
as pronptly as possible, but not later than 60 days after receipt of the
request for adjustment. This reply is advisory and will not be recorded in the
accounting records of the billed office.

c. Customers may forward a followp request if a reply has not been
received within 60 days after initial request for adjustnent/allowance.

d. Billing offices will grant credit for each approved adjustnent and
include these in the next billing along with other charges and credits.

e. Instructions to process billing adjustment requests and responses
are in Chapter 7 of DoD Manual 4000.25-7M "Mlitary Standard Billing System
(MLSBILLS)."

10.  Accounting and Reporting for Transactions in the Suspense Account
F3885, "Undistributed |ntragovernnental Paynments”

a. Suspense account F3885 has been established by the Treasury
Department to provide billed offices with an account synbol for recording
charges subject to adjustment (other than shipping adjustnents) or considered
to be inproper pending correct classification of the transaction. Amounts
recorded in that account will be included in disbursenents reported to the
Treasury Departnment on “Statenent of Interfund Transactions,” DD Form 1400, or,
in lieu thereof, on an approved automated |isting.

b. Transactions which clear the suspense account by recording the
charges to the correct appropriation or fund will be processed outside
di sbursing channels. These transactions will also be reported to the Treasury
Department on “Statenent of Interfund Transactions” (see paragraph D.12.
bel ow) .

¢c. Each DoD Conponent will ensure that only transactions which cannot
be charged against correct appropriations/funds or correctly classified are
recorded in suspense account F3885 and only after unmatched transactions are
reviewed and every effort is taken to properly reconcile the charge. Wen
prices, items, or quantities billed are different fromthe prices, itens, or
quantities requisitioned, the billed office will check with the ordering
activity or consignee to see if substitute items or quantities have been
supplied. (The supplying activity is responsible for advising of item
substitutions or changes. See paragraph D. 13.c. below.)

d. Each DoD Conponent will| establish procedures governing the
submi ssion of full and timely reports to their central accounts office of
transactions entered in the suspense account. These procedures wll provide
for maintenance of appropriate summary controls over these transactions.
Bal ances in these accounts will be cleared as of Septenber 30, each year. The
offsetting charges will be applied to the purchasing appropriations/funds on an
estimated basis. This action will be treated as a fiscal year-end adjustment
which will be reversed on Cctober 1 of the subsequent fiscal year.
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11.  Miintenance of Billing Files. DoD Conponent billing offices wll
maintain history files for 3 years after the billing month for sales within the
Department of Defense, General Services Admnistration, and to other Governnent
Agencies, and for billings supporting Foreign Mlitary Sales.

12.  Treasury Reporting

a. The billed office will summarize the reinbursements and
di sbursenents processed under the Interfund Billing System including
transactions processed through the suspense accounts, and furnish themto the
of fice which prepares the Statenents of Transactions and Accountability
reports

h. Central accounts offices will submit to the Ofice of Secretary of
Def ense and the Treasury Department a nonthly DD Form 1400, "Statenent of
Interfund Transactions", or approved automated listing, for appropriation
financed materiel and Supply Management Business Area materiel to reflect
credits to the selling appropriation or fund and/or debits to the buying
appropriation or fund.

13. Recording of Obligations by DoD Ordering Activities

a. The requisitioning activity will enter the fund code (see DoD
Manual 4000.25-1-M "Mlitary Standard Requisitioning and |ssue Procedures
(MLSTRIP)" to be charged on the requisition

h. The supplying activities will advise of itemsubstitutions or
changes in prices and quantities imediately after the requisition edit to
determ ne supply availability provided proper “M&S’ codes are stated in the
requisition (DoD Manual 4000.25-1-M “Mlitary Standard Requisitioning and
| ssue Procedures (MLSTRIP)”, and forward a priced copy of the shipping
docunent with the shipment.

c. The requisitioning activity is responsible for admnistrative
control of funds for obligations incurred. To preclude overobligation of
funds, the ordering activity will review price and quantity changes and
substitution notices received and notify its billing office. Were change of
prices, quantities or substitutions would result in an apparent/potentia
overobligation status, the ordering activity should advise the supply activity
billing office of requisitioned items to be canceled or adjusted to avoid an
overobligation.

d. In cases where the ordering activity has not received quantity
change or substitution notices insufficient time to cancel or adjust the
quantity to be shipped, the ordering activity will record in its records those
itenms or quantities for which funds are available. The balance will be
recorded in the suspense account until resolved. Resolution may include
di sposition of materiel arranged by nutual agreement between the ordering
activity and the supplying activity. Billing adjustments will be recorded as
appropriate.
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e. FErrors in billings which result in incorrect charges to
appropriations or funds causing apparent overobligations or over expenditures
shall not be considered violations of the Anti-Deficiency Act. These errors
will be corrected as soon as possible.

14. Billing, Collection and Accounting for GSA Sales Sinplified Intra-
Governmental Billings and Collection System (SIBAC)

a. Billing and collection for sales of General Services
Adm nistration (GSA) materiel from stock or direct delivery, including
accessorial or admnistrative costs for overseas supply support to DoD
Components will generally conform with policies contained in this section and
suppl emented by procedures in DoD Manual 4000.25-7-M "Mlitary Standard
Billing System (MLSBILLS)." Procedures for preparation and distribution of
the nonthly Statenent of Intra-Governmental Transaction by GSA are contained in
Chapter 2; DoD Manual 4000.25-7-M  Sales of fuel (Wshington, D.C. area),
sel f-service stores, Federal specifications and consolidated purchases of
autonobi l es refrigerators, etc., will be billed and paid in accordance wth
Chapter 3, DoD Manual 4000.25-7-M

h. GSA billings are rendered only after there is evidence of actual
delivery of materiel or receipt of evidence of shipment.

¢c. A DoD Conponent ordering materiel by a Mlitary Interdepartmental
Purchase Request (MPR), nmay request direct citation of its funds on contracts
awarded by GSA for direct delivery by the contractor. In this instance, the
contractor will bill the ordering DoD activity directly. As an alternative,
when the ordering activity uses MPRs, it may establish a separate MLSTRIP
billing address in accordance with DoD Manual 4000.25-1-M |If one of these
alternatives is not used, MPRs will be consolidated with interfund billings.
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